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The economy continues to bear up well, despite 
much talk about the recession. To be sure, business 
activity has eased in recent months. But it’s still higher 
than in 1952—a very good year. And there are a grow- 
ing number of signs that the business trend may level 
out before long. 


As all business readjustments are apt to do, the 
current one brought a downtrend in production and 
employment. Total economic activity is off 3% from its 
peak. Because the main adjustment is in inventories, 
industrial production is down 12%. And 1.4 million fewer 
people are at work now than a year ago. 


Such readjustments are part and parcel of the shift 
to more normal times. From mid-1950 through mid- 
1953 the defense boom and its repercussions were the 
dominant influences. Now the curve of defense spend- 
ing has turned down. 

At the same time, business investment in new plants 
and equipment is in a phase of moderate decline, in 
part because of the reduction in defense-supporting in- 
vestment. And consumer purchases of both durable and 
nondurable goods have eased a bit. 


The impact of moderate reversals in these trends 
on production is magnified through their reactions on 
inventories. Last spring business was adding to inven- 
tories at a $6 billion annual rate. To put it another way, 
production was outrunning consumption. 

Now inventories are being cut back. The shift from 
adding to stocks to cutting them accounts for most of 
the decline in production. But the fact that excess stocks 
are now being worked off is a favorable factor. 

Meantime, business is in the midst of the complex 
process of shifting production to new products, new 
models, and new price lines. Such shifts are essential 
to generate a new upswing in sales. 


Two recent surveys indicate that the decline in 
business expenditures for new plant and equipment 
will be moderate. A Commerce Department survey 
shows that’ investment programs for 1954 call for ex- 
penditures only 4% under the 1953 record. 

A McGraw-Hill survey of large manufacturing com- 
panies shows that they are raising their investment 
sights. Last fall these companies planned an 8% reduc- 
tion in capital investment during 1954. Now they report 
that they'll invest as much this year as last. 


CHASE NATIONAL BANK 


On the consumer side, signs of continued strength 
are found in the ninth annual Federal Reserve Sur- 
vey of Consumer Finances. These surveys have proved 
to be an accurate gauge of overall consumer toe 
plans. Here is what the one for 1954 shows: 


© Almost 70% of consumers consider their financial 
situation as good as or better than a year ago. That's 
a drop of 3% from early-1953. But the current figure 
is well above any other post-war year. 


® Opinions as to whether this is a good or bad time 
to buy are little changed from a year ago. 


© The proportion of consumers planning to buy new 
autos is smaller than a year ago, but larger than in 
1951 or 1952. Current plans are consistent with new 
auto sales of more than 5 million. 


More consumers look for lower prices. And they're 
in no rush to buy. All in all, the Survey reveals strong 
markets for attractive products, attractively priced. 


Government policies are designed to cushion the 
business readjustment and hasten an upturn. Federal 
Reserve policy is aimed at “promoting growth and stabil- 
ity in the economy by actively maintaining a condition 
of ease in the money market”. 

Lower taxes should stimulate private purchases. 
With reduced tax rates and somewhat lower incomes, 
individuals and businesses will find their tax bills cut 
by $8-9 billion. This is bound to exert an increasing 
leverage on markets for consumer and capital goods— 
though at the cost of a rising federal deficit. 


The key business indicators selected by the National 
Bureau of Economic Research seem to point to a level- 
ing out of business. (See BUSINESS IN BRIEF, No- 
vember 1953) However, they do not as yet indicate a 
decisive upturn. 


All these trends add up to the conclusion that the 
business readjustment has not gotten out of hand. 
Inventories are being worked off at a rapid rate. Capital 
goods activity promises to level out. And consumer 
markets are holding up well. 

The economic challenge—not a novel one by any 
means—is how to generate a new wave of expansion. 
Business trends in recent months hold out the hope that 
this challenge will be met. 


e 
a 
e 


‘CONSUMER EXPENDITURES STILL CLOSE TO 
LAST YEAR'S RECORD HIGH 


NON-DURABLE GOODS AND SERVICES Sie 


DURABLE GOODS 


GOVERNMENT PURCHASES REMAIN HIGH BUT 
DEFENSE SPENDING IS DOWN A BIT 


LLY ADJUSTED ANNUAL RATE 


HOUSING STAYS ‘uP BUT CAPITAL GOODS 
ARE MODERATELY LOWER 


. 


NON-FARM HOUSING 


BUT THE INVENTORY CYCLE HAS TURNED DOWN 


IN 1952 AND EARLY 1953 BUSINESS ADDED TO INVENTORIES 


BUT NOW 
THE Y’RE 


1952 1953 1954 est. 
SHIFT FROM ADDING TO INVENTORIES TO 
CUTTING THEM ACCOUNTS FOR MOST OF 
THE CHANGE IN TOTAL OUTPUT 


CHANGE ING.N.P. 


CHANGE IN INVENTORIES 


tste. Sarno. Isto. 4THO. Isto. 
1952 1953 1954 esr. 


DATA: DEPT. OF COMM. 


BASIC TRENDS | 


How do trends in basic sectors of the economy 
shape up? To place the current business downturn in 
perspective, you need to look at all parts of the picture 
—not just at the declines that make headlines. 


Overall economic activity is only 3% below its 
1953 peak. Gross national product is now at an anhual 
rate of about $360 billion, as against a rate of $371 bil- 
lion in the second quarter of last year. But current 
activity is 34% above 1952—a very good year. 


Consumer Markets 


Consumer expenditures have been holding steady 
for a year. Their over-all stability, however, masks sev- 
eral important trends: 


¢ Durable goods purchases in the first quarter were 
off 8% from last year’s peak. Autos accounted for most 
of the drop. 


@ Purchases of nondurable goods are off less than 2%. 


e But the expenditures for services (rent, transporta- 
tion, electricity, medical care and the like) are up— 
enough to offset most of the drop in durable and non- 
durable goods. 


Private capital investment is slightly — but only 
slightly—below last year’s peak rate. The housing mar- 
ket is strong—builders look for another million-plus year. 
Business capital investment is somewhat lower—surveys 
suggest that the moderate downtrend will run on well 
through 1954. 

The government sector shows divergent trends. 
National security expenditures dropped from a peak rate 
of $53.5 billion to about $48 billion in the first quarter. 
The drop reflects the recent overhaul of the defense pro- 
gram. Most of the cut was in Army procurement. Air 
Force expenditures are still rising. The current rate of 
National Security expenditures compares with a budget 
estimate of $44.9 billion for the fiscal year July 1954-55. 

Other government expenditures are expanding. 
State and local public works activity is increasing. Un- 
employment insurance out-payments are up sharply. 
Thus, total government spending is almost equal to the 
high rate in the second quarter of last year. 


Inventory Shift 


If you add up trends in consumer expenditures, busi- 
ness capital investment and government spending, you 
get a decline in the annual rate of expenditure of only 
$3.7 billion, or 1%. Why, then, has industrial production 
dropped 12%? 

The main reason is the shift from adding to in- 
ventories to cutting them. This shift accounted for 
more than three-fourths of the drop in the annual rate 
of industrial production in the past year. 

The about-face in inventory policy reflects the mild 
downtrends in markets for consumer goods, business 
capital equipment and defense items. Experience shows 
that small changes in sales bring relatively large ad- 
justments in inventories. 
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| THE ECONOMY 


The decline in industrial production has been 

under way nine months, In that time the total dropped 
& from an index of 137 (1947-49 average equals 100) to 
around 121, or 12%. 

Five industries account for the lion’s share of the 
decline. Steel production is down 30%, autos 20%, ma- 
chinery 15%, apparel 11% and textiles 18%. Except for 
textiles, the drop is greater than occurred in 1949. 
In many other lines—oil, chemicals, paper, rubber—the 
current downswing is milder than that in 1949. 

The auto industry turned out 1.7 million cars and 
trucks in the first quarter. That’s 8% below a year 
earlier. The spring auto sales picture is, of course, one 

| of the key things to watch. In pre-war days some 42% 
+ of all new cars were sold in the March-June period. If 
sales and production hold up, orders for steel, tires, 
foundry products and all the many things the auto in- 
‘ dustry buys should pick up smartly. 


Price Trends 


Price indexes have been extraordinarily stable. 
Prices usually decline when production drops. 

An important reason for the recent stability is that 
the economy weathered a considerable price adjustment 
in late—1951 and 1952. Most of the prices that soared 
after the Korean invasion turned down in 1951. 

Farm prices are a case in point. They: (1) rose 24% 
between June 1950 and March 1951; (2) then dropped 

& 15% by December 1952; (3) sagged another 5% by last 
November; and (4) rose 6% since then. 

A sharp drop in farm exports set off the adjustment. 
The basic problem was to adjust supplies to the level 
needed for a strong domestic demand. Government 
price supports helped cushion the drop. By now enough 
wheat, cotton and corn are under government loan to 
hold prices close to support levels. And basic crop acre- 
age is being cut back in the current year. 


Adjustments in Raw Materials Prices 


Prices of many industrial raw materials rose spec- 
tacularly after mid-1950. Wool and natural rubber 
scored two of the most dramatic advances. But prices 
turned down after March 1951—the scramble to get sup- 
plies stopped, and production expanded. With few ex- 
ceptions (coffee, cacao and copper are the most notable ) 
prices are back to, or below, June 1950 levels. 

Prices of finished industrial products followed the 
same general pattern, though their movement was less 
extreme. They didn’t rise as sharply in the early post- 
Korean war period. Nor did they drop as much from 
March 1951 to the end of 1952. They've held on a 
plateau since July, despite the decline in output. 

The trend of unit labor costs has an obvious bearing 
on industrial prices. Experience shows that prices never 
get far out of line with labor costs in either direction. 

& Currently, industrial prices are lower relative to labor 
costs than in 1948, and about in line with the 1949 ratio. 
Thus, there’s reason to believe that prices should be 
firmer now than they were in the 1949 recession. 
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BUSINESS INVENTORIES 


Why is business paring inventories? Why is the 
inventory adjustment a major factor in the decline 
in industrial production? For answers you need to 
review trends in both inventories and sales in the past 
eighteen months. 


The roots of the current inventory adjustment 
reach back to the prolonged steel strike in 1952. Dur- 
ing the eight week shut-down, business drew on its 
stocks of steel and things made of steel. 


Rebuilding Hard Goods Stocks 


When steel mills started rolling again, inventories of 
steel and of most durable goods were well below their 
normal relation to sales. So orders piled up all along 
the line—retailers ordered more from wholesalers who 
stepped up their orders on manufacturers, who, in turn, 
ordered more from raw materials and parts suppliers. 

These demands to rebuild inventories came on top 
of rising trends in business plant and equipment, de- 
fense production and consumer purchases. The result: 
a production boom. The Federal Reserve index of in- 
dustrial production rose from 120 before the steel strike 
to 137 in mid-1953. 
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In that period production rose faster than sales to 
final users. Business inventories piled up rapidly—they 
went up from $75.5 billion in September 1952 to $82 
billion in September 1953. That’s another way of saying 
that production outran final sales by $6.5 billion. 

Such a high rate of inventory build-up couldn’t 
last long. To keep pace with the normal growth of the 
economy inventories should expand $2-2.5 billion annu- 
ally. Thus, a shift from the rapid rise in stocks to a 
more normal rate of accumulation was inevitable. Even 
with a normal uptrend in the sales curve, the shift 
would have meant a cut of around $4 billion in annual 
production. 


Sales Turn Down 


However, sales turned down last year. Stocks that 
look well in line with a rising sales curve always look 
too high when sales begin to decline. What’s more, it 
takes time to reverse an inventory trend. Goods ordered 
on firm contract must be accepted and paid for. 

Thus, when business inventories reached their $82 
billion peak last September they were too high in 
relation to sales. Just how much too high is difficult 
to pin-point. But an examination of past stock-sales 
ratios would suggest a figure of $2.5-3 billion. 

The decline in sales since last fall means that in- 
ventories must be pared still more. A recent Com- 
merce Department survey shows that manufacturers 
expect their 1954 sales to be 3% less than last year’s total. 
Retail sales usually drop less than do manufacturers’ 
sales. So the absolute ws ton in stocks to take account 
of lower sales may also add up to about $2.5-3 billion. 

To accomplish the $5-6 billion adjustment in inven- 
tories indicated by these rough calculations, production 
must be cut back more rapidly and more deeply than 
sales. 

That’s precisely what has been happening. Industrial 
production is off 12% in the past year. Final sales of in- 
dustrial products dropped only 3% in the same period. 
a inventories have already been cut by some $2.5 

illion. 
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At the current rate of production and sales, stocks are 
being trimmed by about $500 million each month. So 
the inventory adjustment should be completed soon, if 
sales do not take a further drop. 


Durables Stocks High 


Stocks look most out of line in hard goods. Inven- 
tories held by manufacturers of hard goods rose sharply 
last year while sales sagged. So the inventory-sales 
ratio advanced from 1.9 in March 1953 to 2.3 in Febru- 
ary 1954. 

The downward course of defense spending contributed 
to the inventory problem in many durable goods lines. 
In many cases, schedules that called for high, or rising, 
production have been slashed. Thus, an important— 
though statistically unknown—part of the inventory ad- 
justment is attributable to revisions in the defense 
program. 

Here is how the inventory situation shapes up in 
major heavy industries: 


@ Steel inventories are being drawn down. They 
rose more than 4 million tons last year: Thus, the 
shift to inventory reduction brought a sharp drop in 
steel output. Steel outturn in early April was at least 
10% below consumption. 


© Copper refinery stocks are nearly double a year 
ago while shipments are down 25%. Cuts in Army 
ordnance schedules and lower output of autos and 
appliances are taking their toll. So is sharper com- 
petition from aluminum and plastics. 


e Lead-zine stocks are very heavy despite cutbacks 
in production. Stocks of zinc are the highest since 
1946. However, new government stockpile require- 


ments will help boost demand. 


© Inventories held by machinery producers are high 
in relation to sales by post-war standards. Capital 
goods sales are down 10% from a year ago. However, 
plans for business capital expenditure point to a level- 
ing, or even an upturn, in shipments. 


e Farm equipment and other fabricated metal 
product stock-sales ratios are also high. They went 
up when sales turned down last year. Industry re- 
ports are that sales may pick up. 


Other Problem Areas 


At retail, the main inventory pile-up is in autos. 
Dealers’ stocks of new cars are 50% above a year ago. 
They're above the one-month supply that is considered 
normal. Used car stocks are high, too. However, sales 
of both new and used cars picked up in March. 

Soft goods stocks are, in general, about in line with 
past ratios to sales. Yet there are some problems: 


®@ Slow apparel sales last fall and winter set off an 
inventory adjustment. Apparel production is down 
11% from a year ago and textile output is off 18%. 
Easter sales drew down retail stocks, so textile and 
apparel production should turn up. 


© In chemicals the supply picture is spotty. Stocks 
of some industrial chemicals (like chlorine) are a bit 
top-heavy. Inventories of most other chemicals have 
been reduced in recent months. 


e Petroleum stocks are high for this time of year. 
Gasoline inventories are the trouble spot. But a record 
spring driving season may cut them down. 


© Paperboard stocks are high and production has 
been cut back. 


Inventories and Business Cycles 


Shifts in inventory buying play an important role 
in the business cycle. The exhaustive investigations of 
the National Bureau of Economic Research show that: 


e Increases in business inventories accounted for one- 
fourth the total rise in production in the five periods 
of business expansion in the years 1918-1938. 


e Inventory liquidation accounted, on the average, 
for about half the decline in gross national product in 
periods of business contraction. 


Inventory adjustments played a leading role in the 
recessions of 1921, 1923-24, 1926-27, 1937-38 and 1949. 
They were relatively less important in the 1929 down- 
turn—changes in other basic economic factors were the 
initiating factors then. 

Viewed against the perspective of the past, the 
current inventory adjustment looks relatively mild, 
at least so far. Sales would have to drop much further 
than they have to date to precipitate an inventory-slash 
comparable to that in periods like 1937-38. 
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TRENDS IN CONSUMER DURABLE GOODS 


One of the fundamental—and unique—characteris- 
tics of our economy is that a large portion of every- 
thing made and sold consists of products whose pur- 
chase can be readily postponed. Most consumer dur- 
able goods are prime examples. Few people buy a new 
car or a TV set because the old one is beyond repair. 


Sales of consumer durables were high last year. In 
all, they ran to $30.1 billion, up 13% from 1952. When 
you adjust for higher prices and the rise in population, 
last year’s sales were 24% above 1941. Autos accounted 
for almost all the increase. Here is how expenditures 
for durable goods per household in constant dollars (at 
1953 prices) line up: 


Year All Durables Autos Other 
1929 564 194 370 
1939 407 128 279 
1940 455 157 298 
1941 516 176 340 
1946 568 144 424 
1947 661 204 457 
1948 643 211 432 
1949 639 252 387 
1950 743 313 430 
1951 628 251 377 
1952 589 229 360 
1953 642 290 352 


From 1946 through 1950 the high level of expendi- 
tures mirrored three basic trends: 


e A backlog of demand piled up during the war. 


@ New household formation more than doubled— 
from 530,000 a year in 1936-40 to 1,250,000 annually 
in 1946-50. That gave an added boost to sales of 
autos, refrigerators, ranges, and other durable goods. 


e The phenomenal rise in purchasing power—and 
the dramatic shifts in its distribution—created a vast 
new market. (See: BUSINESS IN BRIEF, February 
1954). Measured in dollars of constant purchasing 
power, 58% of today’s families have incomes of $3,000 
to $10,000 as against 29% a quarter century ago. 


By the end of 1950 the backlog had—by and large— 
been worked off. Moreover, the rate of new family 
formation began to slacken—it’s down from 1,361,000 in 
1950 to 950,000 in 1953. Population experts expect it to 
average 800,000 in the 1956-60 period. 

Thus, the striking fact is that durable goods sales 
have been maintained at a high level since 1950. If 
you had looked solely at backlogs and family formation, 
you would have expected a large drop in sales. 

Sales did drop. But the decline was not precipitous. 
Part of the 1950-51 decline resulted from the 1950 buy- 
ing rush—it borrowed sales from 1951. After that mate- 
rials controls held down output, while consumer credit 
controls restricted demand. In 1953, with controls off, 
production bounced back. 


Bigger Replacement Market 


What’s happening now is largely explained by the 
growth in the replacement market. As a rough rule 
of thumb, only about one-fifth of total sales of autos, 
appliances and furniture depends on the growth in the 
number of households. Thus, the one-third drop in new 
household formation since 1950 is a minus factor of 6-7% 
in these markets. 

Meantime, the replacement market is growing, reflect- 
ing the expansion in purchasing power of the middle 
income group. Auto scrappage (the measure of replace- 
ment demand) rose from 2.6 million a year in 1949-5] 
to around 3.7 million last year. In the appliance field, 
Fortune Magazine estimates that replacement demand 
accounted for one-fourth of 1953 sales. 


More New Products 


New products offer another route to higher sales 
of durable goods. Air conditioner sales, for instance, 
tripled last year. In all, sales of television sets and new 
appliances added up to almost $3 billion in 1953. That's 
an appreciable contribution to the problem of pro- 
moting a steady rise in sales of the “postponable goods” 
that play such a key role in maintaining prosperity. 
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The rate of new installment credit granted has 
been declining for a year. Meantime, the annual 
rate of debt repayment has gone up about $400 
million in each of the past three quarters. The re- 
sult: a sharp drop in the proportion of sales of dur- 
able goods financed by new credit. In late-1952 
about one-fifth of sales were based on rising credit. 

The rise in debt repayments since mid-1953 
helped place a damper on consumer purchases. But 
the total amount earmarked for repayments should 
drop later this year—reflecting the decline in new 
loans that started a year ago. 

Thus, consumers will have more money to spend. 
And they can, if they so desire, enlarge their install- 
ment commitments. 
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THE EMPLOYMENT SITUATION 


How do trends in employment and unemployment 

line up? That’s always a key question. Yet it’s a diffi- 

£ cult one to answer. It’s obviously impossible to ask 

everyone every month what his employment status is. 

So government statisticians have developed three less 
costly methods of measurement. 


@ The Census Bureau’s Monthly Report on the 
Labor Force gives comprehensive estimates of the 
number of people working or looking for work (the 
labor force), the number employed in farm and non- 
farm jobs and the number unemployed. 

The report is based on interviews with a carefully 
selected sample of 25,000 families. Modern sampling 
methods can produce national estimates with only a 
very small margin of error. 

The sample must be revised periodically, as it was 
in February. When that happens, it takes several 
months for the procedures of handling the new sample 
to settle down. During that period estimates of em- 
ployment and unemployment are less reliable than 
usual. And, in their very nature, the statistics always 
need to be interpreted with great care. 


e Non-Agricultural Employment. The Bureau of 
Labor Statistics collects monthly figures on employ- 
ment from some 150,000 concerns. The figures ex- 
clude farm and domestic workers and self-employed 
persons. These figures are the best available on the 
number of persons employed in non-farm jobs, but 


= they do not measure the number looking for work. 


@ Insured Unemployment. Statistics show the num- 
ber of persons on unemployment compensation rolls 
each week. These figures come from the 48 states, 
each of which has different rules as to eligibility. They 
cover about 37 million people out of the 64 million 
in the labor force. The figures may include some 
people who do not intend to take another job. This 
series declined slightly during March. 

In sum, our measures of employment and unem- 
ployment are far from perfect. Their imperfection is 
due, in part, to the difficulties of definition. How do 
you decide whether a person who is not working is ac- 
tively looking for work? 

A second difficulty is the incomplete coverage of the 
statistics that exist. More complete coverage, would cost 
more. Short of that, there is need for more adequate, 
interpretation by government agencies of the differences 
in trend among the three methods. 


Recent Employment Trends 


What do existing statistics tell us about trends in 
employment and unemployment? Here are the main 
changes in the past year: 


® Slightly more than 60 million people held jobs this 
March, 1.4 million (2%) fewer than a year earlier. 


= © The employment decline was concentrated in the 
manufacturing area. 


¢ Hours of work in manufacturing dropped, too. In 
January and February, weekly hours averaged 39.4, 
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or 1.6 hours less than a year earlier. This is the 
equivalent of almost 700,000 full-time workers—so the 
reduction in hours of work played an important part 
in holding down unemployment. 


© Overtime pay is now running at an annual rate of 
$1 billion as against a post-war high of over $2 billion 
in late 1952. 


¢ The March Census report placed unemployment at 
3.7 million. That’s the same level as in February. 
These figures, based on the new sample, are not com- 
parable with those for early 1953, which showed 


fewer than 2 million unemployed. 


Perspective on Unemployment 


March unemployment was less than 6% of the labor 
force, as against a post-war high of 74% in early 1950. 
For perspective, it’s important to recall that the defini- 
tion of “full employment” used by most economists as- 
sumes that the normal number of people between jobs 
will add up to 5% of the labor force. 

To date, the trends in employment and unemploy- 
ment have been far more significant than the abso- 
lute changes. Perhaps the most significant statistic is the 
1.4 million drop in the number of people at work in the 
past year. For continued growth, the economy should 
create around a half million new jobs each year. 
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approaching new york 


id day some 11,000 trav- 
elers arrive in New York by 
air. When their plane wings in 
over lower Manhattan, this dra- 
matic, bird’s-eye view of the 
city’s financial center is spread 
out before them. 


Here is the head office of the 
Chase National Bank where scores 
of businessmen and bankers from 
out of town are welcomed every 
day. 


At Chase these visitors find 
officials who are familiar with 


trade developments and busi- 
ness methods in foreign mar- 
kets as well as in all parts of the 
United States. They also find in 
New York a network of Chase 
branches whose staffs are in 
touch with the diverse business 
interests and enterprises of the 
City. 

Chase stands first in loans to 
American industry, and for 
many years has also been num- 
ber one in correspondent bank 
relationships. Almost half of 
the banks in the country which 


maintain banking connections 
in New York have selected the 
Chase National as depositary. 


If you are considering a New 

York banking connection, why 

don’t you talk to the people at 
Chase? 


THE 


Chase 


NATIONAL BANK 

OF THE CITY OF NEW YORK 

HEAD OFFICE: Pine Street corner of Nassau 
Member Federal Deposit Insurance Corporation 
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